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City of London recently returned from its third visit to Bangladesh. Below is an updated view on the political, economic, and investment environment.

Muslims and, whilst not formally secular, has tended to live in harmony
with religious minorities which make up 10.9% of the population3.
However, a shadow has recently been cast by the presence of several
Islamic terrorist groups committing atrocities against both domestic
and foreign targets. That being said, the homicide rate in Bangladesh
is ranked 119th out of 193 countries, with the country ranking one
notch below Liechtenstein, with the 1st being Honduras (worst) and
the 193rd being Palau (best)4.
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Photo shows typical street scene in Dhaka, note knot of cable TV cables, running through the trees.

“Bangladesh is where India was in 1993”, is how one local fund
manager described the local stock market to us. In many ways this
describes both the challenges and opportunities present in Bangladesh.
Since independence, the country has had a volatile history but, with
the world’s eighth largest population1, has the potential to become an
economy of significant scale. We travelled to Dhaka in February this
year to review a number of local asset management companies as well
as some state institutions. What follows is our view on the country
and the opportunities present, but first we would like to thank all
those2 we met with on this
trip with special thanks to
IDLC Securities for helping
us navigate the market.
Bangladesh has had much
to cope with since independence from Pakistan
in 1971. The Bangladesh
Liberation War resulted in
10 million people abandoning their homes, followed by a series of failed
governments, coup d’états
and
natural
disasters.
Bangladesh’s geographical position in the Ganges
delta makes it extremely fertile, but at the same time
exposes it to floods and
cyclones. The population is
largely made up of Bengali

The country’s capital, Dhaka, houses 19 million people and is the
fourth most densely packed population in the world5. Construction
is present all over Dhaka as the economy flourishes. Old districts are
being replaced with new ones as the existing infrastructure struggles
with the growth of the city. Poor road infrastructure, bottlenecks and
a lack of alternatives have resulted in gridlock traffic and substantial
pollution, with many locals wearing smog masks. Private car use
appears to have grown substantially, with very few taxis on the roads,
but with few comfortable alternatives to the growing middle class they
have little choice. To alleviate pressures on the road, the government has
begun building a metro system with the first line due to open in 2020.

Gross Domestic Product (GDP) vs Working Age Population

Chart depicting GDP vs the Working Age Population.
Source: World Bank
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Picture of City Bank HQ in Gulshan, which is one of
the newly developed districts.

The government is led by Sheikh Hasina of the Awami League, who
has been in power since 2009 and has been dogged by corruption
scandals and her use of heavy handed security measures. As with most
early stage economies, the government is bureaucratic and inefficient,
yet the country has achieved over 6% per annum real GDP growth for
most of the past 10 years6.

1 CIA World Factbook.
2 Asia Tiger Capital Partners, CAPM Company Ltd, VIPB Asset Management, LR Global Asset Management, ICB Asset Management Co Ltd, Vanguard Asset Management Ltd, Prime Bank
Ltd, Bangladesh Securities and Exchange Commission and Dhaka Stock Exchange Ltd.
3 CIA World Factbook.
4 NationMaster, Intentional homicide, number and rate per 100,000 population, 2010.
5 Wikipedia.
6 International Monetary Fund, Bangladesh 2017 Article IV Consultation Staff Report.
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Other measures are also impressive, with the poverty rate having fallen
by two thirds since 1970 to 25% of the population7.
The most significant factor behind the strong economic growth has
been Bangladesh’s abundance of inexpensive labour, due to a young
population with 59% of the population between the ages of 15 and 54,
with a further 28% below the age of 158. Unlike many other nations
where such a ratio has resulted in high unemployment, Bangladesh
recorded an unemployment rate of just 4.2%9, resulting in a demographic dividend as the population is being engaged either through
domestic industries such as textiles or through work abroad largely in
the GCC. Unlike many of the Bangladeshi diaspora who settle around
the world, those in the GCC are restricted in their ability to settle there
and send the bulk of their earnings home. Crucially, those remittances are being spread evenly across the country as many workers come
from rural areas, helping to develop the areas that need it the most.
Remittances from workers abroad accounted for circa 6% of GDP
in 2017 and has helped the central bank build up $32bn in foreign
exchange reserves10.

Breakdown of GDP Between Agriculture, Manufacturing & Remittances

Female Labour Force Participation and Breakdown by Sector

Chart depicting Female participation in the Labour Force and the breakdown of that labour
by sector.
Source: World Bank

Gender equality is also being promoted by the Government of
Bangladesh in its Seventh Five Year Plan (2016-2020), with 50 parliamentary seats reserved for women (there are 71 female MPs currently)
and a third of all committee positions are reserved for women14. This
perhaps should not be surprising since both the prime minister and
the leader of the opposition are women. The opposition party, the
Bangladesh Nationalist Party (BNP), is led by Khaleda Zia who was
Prime Minister between 1991 and 1996, and again between 2001 and
2006. The history of both women is chequered and voters are offered
a poor choice between the two establishment candidates.

Chart depicting breakdown of GDP between Agriculture, Manufacturing and Remittances.
Source: World Bank

Exports create revenues of $35bn11 and Bangladesh is the world’s second largest exporter of ready-made garments. The textiles industry has
been subject to significant international pressure, more so since 2013,
when the Rana Plaza disaster resulted in the death of over one thousand textile workers. International brands have increased the pressure
on suppliers to improve safety standards as western buyers demand
ethical production methods. Textiles are Bangladesh’s largest source of
exports resulting in revenues of $28bn annually12, accounting for 11%
of GDP. Textiles also play a major role in employing women, bringing
a greater portion of women into the participating workforce. Female
labour participation as a percentage of the workforce has grown from
9% in 1984 to 30% currently13.

Previous elections were boycotted by the BNP, as the incumbent
Awami League changed the constitution to remove the role of the
caretaker government, used to ensure free and fair elections. The result
was the Awami League winning by default. Most institutional investors
we met believed that there might be a significant anti-incumbent vote
and were taking a defensive position ahead of the election, due to the
unpredictability of the result. On the ground, investors appear unconcerned about either party winning peacefully, as both parties could
form a viable government. However, Khaleda Zia was imprisoned in
February for corruption and whilst she will appeal the ruling, election
law prevents anyone imprisoned for two years to run for office for
the next five years. Her son and the political heir apparent, Tarique
Rahman, was also sentenced to 10 years in prison, in absentia. It is
likely that the convictions are politically motivated and it is not clear
whether Zia will succeed in overturning the ruling, at least under the
current government and especially from behind bars. The political
picture leaves much to be desired, but the worst outcome would be a
military coup d’état, on the grounds of national security, as they have
done frequently in the past and as recently as 2007.

7 Bangladesh Bank, Economic Trends of Bangladesh Bank, Ministry of Finance, Bangladesh Economic Review 2017.
8 CIA World Factbook, Website, March 2018.
9 International Monetary Fund, Dec 31 2016.
10 Bangladesh Bank, Website, March 2018.
11 International Monetary Fund, Bangladesh 2017 Article IV Consultation Staff Report.
12 Wikipedia, Website, March 2018.
13 Quarterly Labor Force Survey 2015.
14 Government of Bangladesh, Gender Equality and Women’s Empowerment: Suggested Strategies for the 7th Five Year Plan, 2014.
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As well as the election, the economy is facing a liquidity squeeze in the
local capital markets. This is down to a number of reasons, but one of
the primary causes is savings. The government introduced the National
Savings Certificate (NSC) scheme in 2005 for small savers when the
banking system was less developed; the scheme pays higher than regular deposit rates offering maturities of 1-5 years. Savers can invest up
to approximately $40k and the scheme has been immensely popular,
paying 9-11% in annual returns15, which is very attractive when compared to inflation at 5.6%16. The proceeds of the scheme have been
used to shore up the budget deficit, with the NSC accounting for 40%
of total public debt or 10% of GDP, with NSC interest payments alone
accounting for 1% of GDP. Compared to bond financing this is very
expensive debt, which the government justifies by explaining that the
NSC forms part of the social safety net.

Comparison of Government Treasury Yields vs National Saving Certificate Yields

whilst the MSCI Bangladesh returned 22% (both indices in local
currency price return terms)19. The exchange is making an effort to
modernise. Our meeting with the DSE revealed management that is
open to new ideas and recent negotiations with the Shenzhen Stock
Exchange will likely result in a 25% stake sale in exchange for capital,
intellectual and technology rights. To improve liquidity, the DSE will
be introducing market makers, along with a specialist small and medium enterprise board. Unusually for a frontier market, the market is
not dominated by banks as many of these remain state owned. Instead,
telecoms and healthcare make up 53% of the index, whilst financials
account for only 13%, resulting in a fairly broad index. The trailing PE
ratio for the Dhaka Stock Exchange Top 30 (DSE30) is 22x. Sufficient
data is not available for forward earnings estimates for this index but
the MSCI Bangladesh which is limited to the five largest securities has
a 1-year forward PE of 15x.

Source: CLIM Research
Chart depicting how treasury yields fare against National Savings Certificate (NSC) yields.
Source: Bangladesh Bank and Bangladesh Post

The secondary impact is that banks are competing with the government to attract deposits, and as of last month have been forced to
increase deposit rates to around 8-9%. This has had the impact of
squeezing margins, but banks have had little choice as their difficulty
in maintaining and growing their deposit base has resulted in loan to
deposit ratios as high as 90%. This is not high by developed market
standards, but frontier market banks require a greater cushion, due to
higher default risks, and they are in breach of the central bank limit
of 80%. Structurally, it is not difficult for the government to let the
NSC scheme unwind, by reducing the deposit rates, but it would be
unpopular ahead of the elections and therefore we would not expect
any resolution to this until next year. That being said overall public
debt to GDP is not worryingly high at 36%, with only 13.5% being
foreign currency denominated.

Meeting with Dhaka Stock Exchange General Manager, K.A.M. Majedur Rahman (Centre).

Nevertheless, our investment universe in Bangladesh presents a significant opportunity. It comprises 38 locally listed closed-end funds
trading on a size weighted average discount to net asset value (NAV)
of 28%. These funds have a volatile and speculative history. Initially
launched in 2006, by 2011 irrational or uneducated investors pushed
some prices to 50% premiums to NAV. As might be expected, these
premiums subsequently fell, resulting in a scramble to exit positions,
forcing the funds into discount territory. Another cause of wide discounts is the structure in which these funds have been created, which
has not been conducive to good corporate governance practices. The
funds are structured as trusts rather than companies and as such are
governed by trustee companies appointed for the life of the fund,
rather than independent directors. Regulators have learned from early
mistakes by improving investment disclosures and encouraging cash
dividends whilst discouraging stock dividends.

The Dhaka Stock Exchange (DSE) is small by global standards, with a
market capitalisation of $53bn (equivalent to 22% of GDP compared
to 100% for India17). The market has 302 listed companies, though
only 30 are sufficiently liquid18 to trade and account for 50% of the
market capitalization of DSE. These 30 stocks returned 26% in 2017,

15 Bangladesh Post, March 2018.
16 International Monetary Fund, Bangladesh 2017 Article IV Consultation Staff Report.
17 Bloomberg, Quint, January 24th 2018
18 On average $500k traded per day, based on 12 month average daily volume, taking a simple average of the DSE30 constituents as at Dec 31 2017.
19 Bloomberg Data

CITY
OF LONDON
Investment Management Company Limited

Bangladesh CEF Universe Simple Average Discount vs MSCI Bangladesh

Contacts
Information/Queries
Philadelphia Office

The Barn, 1125 Airport Road
Coatesville, PA 19320
United States
Phone: 610 380 2110
Fax:
610 380 2116
E-Mail: usclientservicing@citlon.com

Seattle Office

Plaza Center
10900 NE 8th Street, Suite 1519
Bellevue, WA 98004
United States
Phone: 610 380 2110

London Office

77 Gracechurch Street
London EC3V 0AS
United Kingdom
Phone: 011 44 20 7711 0771
Fax:
011 44 20 7711 0772
E-Mail: info@citlon.co.uk

Singapore Office

Chart depicting the average discount for Bangladeshi Closed-end Funds versus the MSCI Bangladesh.
Source: Bloomberg

Bangladesh presents many challenges and opportunities, but in the short-term our focus is on the
upcoming elections and we will primarily be looking for a peaceful transfer of power. Such a result
will likely lead to a period of economic acceleration as many projects will have been slowed or suspended this year due to nervousness surrounding the elections as well as a capital shortage. Whilst
earnings will be adversely impacted this year, from a long-term perspective the market remains
attractive given the growth outlook. We also expect further opportunities for good entry points this
year if the market proves to be volatile.
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Important Notice
All reasonable care has been taken in the preparation of this
information. No responsibility can be accepted under any
circumstances for errors of fact or omission. Values may fall
as well as rise and you may not get back the amount invested.
The information contained in this document is confidential
and is intended only for the use of the person to whom it
is given and is not to be reproduced or redistributed. It is
intended for information purposes only and may only be
distributed to persons who are “accredited investors” and
“qualified purchasers” within the meaning of U.S. Securities
laws. This document does not constitute an offer to sell or
the solicitation of an offer to buy any securities, nor will any
sale of a security occur in any jurisdiction where such an
offer, solicitation or sale would be unlawful.
The Fund has not been, and will not be, registered under the
Investment Company Act of 1940, as amended, and interests of the Fund have not been, and will not be, registered
under the Securities Act of 1933, as amended, and may only
be offered via private placement transactions. An investment
in the Fund may be made only pursuant to the applicable
offering documents.
Changes in currency exchange rates will affect the value of
the investment. Discounts are calculated using estimated
NAVs by City of London’s Research Department.
Any forward looking statements or forecasts are based on
assumptions and actual results may vary from any such
statements or forecasts. Past performance is no guarantee
of future results.

